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SOME ASPECTS OF FRENCH RAILWAY 

WAR FINANCE 

SUMMARY 

Provisions of the agreements of 1883, 309. — Distinction between statu- 
tory interest and dividends, 311. — Terms of state's guaranty of earnings, 
312. — Results for the Eastern, P. & O., and Southern companies up to 
1914, 316.— Results since 1914, 319.— Results for the Northern and 
P. L. M. companies up to 1914, 321. — Results for the same companies 
since 1914, 321. — Measures of relief suggested for the Eastern and 
Northern lines, 324. — Proposal for advance of rates on all roads, 327. 

French railway war finance can be understood only 
by reference to the railway policy of the French govern- 
ment. This policy, or series of policies, dates back to 
1842, when the first government plans for the develop- 
ment of the railway net of France were projected. The 
plans of 1842 contained features similar to those present 
in the modern French railway system. Paris was to be 
the central point to be touched by the most important 
lines, construction costs were to be shared by the state 
and the private railway companies, and after a period 
of years the lines would become the property of the gov- 
ernment. A railway panic in 1847 and the political 
uncertainties of 1848 served to cause the cessation of 
development, and in order to secure the early formation 
of a system of lines laws were enacted in 1854, 1857, and 
1859, by which there were introduced definitely two 
policies: that of territorial distribution and monopoly 
so far as concerned the private companies; and that of 
governmental guaranty of interest charges on costs of 
first construction. In 1865, when the fines provided for 
by these laws were nearing completion, the government, 
finding bad local gaps in the system, authorized the 
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building of the needed local lines by private companies 
subsidized by local governing units; a plan which 
resulted in the absorption of many of these small lines 
by the Northern company and in the taking over of 
those in the southwest by the state. 

The Franco-Prussian war served to emphasize the 
importance of adequate transportation facilities, and in 
the late seventies France entered upon an extensive 
project for a system of state railways. It was proposed 
to build between 1878 and 1888 about 10,000 miles of 
road and to make in addition very extensive and costly 
improvements of harbors and internal waterways. But 
domestic political changes and fiscal difficulties arising 
from the financial stringency of 1881-82 combined to 
give the private railway interests an opportunity to 
come to formal agreement with the state regarding 
future railway developments. And it is with the con- 
ventions or agreements entered into in 1883 by the state 
and the six big companies — the Northern, the Eastern, 
the Paris-Lyons-Mediterranean (hereafter referred to as 
the " P. L. M." company), the Paris and Orleans (here- 
after referred to as the " P. and O."), the Western, and 
the Southern — that we are chiefly concerned in this 
historical review. 

By the oft-cited agreements of 1883 l the monopoly 
principle of territorial distribution was accepted and 
continued. Further, additional railroad construction 
was agreed upon to the amount of about 5000 miles, the 
cost of this construction to be shared by the state and 
the private companies. Third, and most important for 
the present purpose, the state gave to the private com- 
panies its guaranty of the interest, amortization and 

1 For the full texts of these agreements and of the laws ratifying them see Pi card, 
Alfred, Les chemins de fer francais, vol. vi. For summary presentations see Picard, 
Traite de chemins de fer, vol. ii, pp. 307-316, 410-413; also Kaufmann, Richard, 
Eisenbahnpolitik Frankreichs, vol. i, pp. 352-379. 
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accessory charges on certain bonds, and of the " in- 
terest " and dividend payments and of the amortization 
charges on the capital stock of the private companies. 
The bonds whose charges were thus guaranteed were 
bonds similarly guaranteed by earlier laws, but also, and 
more particularly, bonds to be issued for the develop- 
ment of the lines projected by the agreements of 1883. 
Amortization of the bonds was to be in accordance with 
schedules to be prepared for each road, the bonds to be 
completely amortized on or about the dates of ter- 
mination of the charters of the several companies. 

More detailed explanation is required concerning the 
guaranty given by the state in the matter of the " in- 
terest " and dividend payments and the amortization 
charges on the stock of the companies. Owners of French 
railway stock receive both " interest " and dividends, 
the former usually referred to in government and rail- 
road reports as " statutory interest " and expressed as 
so many francs per share. For example, the statutory 
interest of ordinary shares of stock of the Northern 
railway is 16 fr. per share of 400 fr. par value, or 4 per 
cent. That of ordinary shares of the P. L. M. company 
is 20 fr. per share of 500 fr. par value, or 4 per cent. For 
the Eastern, P. and O., and Southern companies, all of 
whose shares have a par value of 500 fr., the statutory 
interest payments are respectively 20 fr., or 4 per cent, 
15 fr., or 3 per cent, and 25 fr., or 5 per cent. 

The word " dividends " when narrowly interpreted 
refers to earnings divided among the stockholders over 
and above, or at least apart from, the interest payments 
just described. The word may be used more inclusively 
to mean gross dividends, or both interest and dividends 
proper, as, for example, in the table customarily pre- 
sented in the annual reports of the roads entitled 
" Liquidation du Dividende." 
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For our immediate purpose the significance of the 
distinction between interest and dividends proper on 
stock hinges upon the unique method whereby the stock 
of the railroads is amortized — this amortization, like 
that of the bonds, to be completed on or about the times 
of the expiration of the companies' charters. The 
method of amortization is as follows. Each year there 
is a drawing of shares by lot. The holders of the shares 
so drawn are paid the par value of their holdings. But 
the repayment of the principal of 400 fr. or 500 fr. per 
share does not terminate the investment relationship. 
The shares drawn and paid off become shares " de 
jouissance," literally, " of privilege." They remain in 
the market and are bought and sold freely. Thereafter, 
until the termination of the company's charter, they pay 
dividends proper, but not interest. Shares not yet 
drawn, which pay both interest and dividends proper, 
referred to above as " ordinary " shares, are called 
shares " entieres " or " toutes payees." To illustrate 
from the records of the Southern company, since 1884 
shares " toutes payees " have each year paid 25 fr. 
interest and 25 fr. dividends proper, while the shares 
" de jouissance " have paid only 25 fr. dividends. 

With this explanation of the nature of the returns 
received by the different classes of stockholders it is 
possible to revert to the subject of the guaranty of 
earnings by the state. This was, in effect, that the state 
guaranteed the interest, amortization and accessory 
charges on bonds issued, as already described, the 
amounts necessary from year to year to pay off the 
shares " toutes payees " drawn by lot to become shares 
" de jouissance," and, in addition, certain lump sums of 
money, of different amounts in the cases of the several 
roads, to be available for the payment of gross dividends, 
that is, both interest on stock and dividends proper. 
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Thus the Northern company was guaranteed 20,000,- 
000 jr. for distribution annually among the shareholders, 
the P. L. M., 44,000,000 jr., the Eastern, 20,750,000 Jr., 
the P. and O., 24,600,000 Jr., the Southern, 12,500,- 
000 Jr., and the Western, 11,550,000 jr. These sums 
amounted to dividends (gross) of 55 jr., 38+jr., 35.5 jr., 
41 Jr., and 50 jr. respectively for the first five of these 
roads as listed above. 

All sums advanced by the state under the guaranty 
provisions of the agreements were to constitute a debt 
to the state bearing interest at 4 per cent, 1 and dividends 
in excess of the guaranteed sums given above were not 
to be declared out of earnings from the operation of 
guaranteed lines until all debt of this origin should be 
extinguished. 

Fourth, supplementing the guaranty provisions just 
described arrangements were made in the agreements 
of 1883 for the sharing by the roads with the government 
of the results of unusually successful operation. Maxi- 
mum limits were set to the unrestricted private ap- 
propriation of earnings. Let us illustrate from the 
agreement relating to the P. L. M. company. If this 
road, in any year, should have net earnings from the 
operation of guaranteed lines so large that, after having 
set aside the 44,000,000 jr. guaranteed by the state, and 
after having extinguished all debt contracted in past 
years under the guaranty, there should be a surplus of 
earnings not yet appropriated, any such surplus up to 
16,000,000 jr. might be taken by the shareholders as 
dividends. But beyond this limit of 16,000,000 jr. of 
surplus earnings (or of 60,000,000 jr. of total net earn- 
ings) there must be a sharing of profits with the state, 
two-thirds of the excess sum being taken by the lat- 

1 The Southern company has obtained a reduction of this rate to 3 per cent, owing 
to its having given over to the state a certain canal. 
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ter. 1 Similarly, the limits set for the other private lines 
now operating as such were set in 1883 at the follow- 
ing figures: for the Northern, 38,062,000 fr., for the 
Eastern, 29,500,000 fr., for the P. and O., 34,200,000 fr., 
and for the Southern, 15,000,000 fr. 

Fifth, by the terms of the agreements of 1883 the 
dates of the termination of the guaranty of earnings were 
set as follows: 2 for the Northern and the P. L. M., 
December 31, 1914; for the Eastern, December 31, 
1934; for the Western, December 31, 1935; for the 
P. and O., December 31, 1956; and for the Southern, 
December 31, 1960. 

Sixth, on the expiration of the charters of the several 
companies (the expiration of the concessions occurring 
variously from December 31, 1950 in the case of the 
Northern to December 31, 1960 in the case of the 
Southern) the roads were to become the property of the 
French government, the latter compensating the private 
owners for rolling stock and supplies on hand. To pro- 
tect itself in this connection, the government has speci- 
fied that in the last five years preceding the expiration 
of each company's charter it, that is, the government, 
may control absolutely all expenditures for the main- 
tenance of rolling stock and supplies. Of course, in the 
settlement, sums owed the state for advances under the 
guaranty will be taken into account in favor of the state. 

Finally, it was arranged that at any time after 1898 
the state might purchase any or all of the systems, the 
purchase price to be determined upon the basis of the 
net annual income of the road or roads in question for 
the seven years preceding the date of purchase. From 
the sum of the net annual incomes for this period there 

1 In 1897 the P. L. M. company and the government entered into a new agreement 
whereby the upper limit for the exclusively private appropriation of earnings was 
lowered to 54,000,000 /r. 

> More accurately, the agreements have been officially interpreted as fixing the dates. 
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were to be subtracted the net annual incomes of the two 
most unfavorable years of the seven. The remaining 
amount was to be divided by five, and the result was to 
be the amount to be paid annually by the government 
to the company for the duration of the company's con- 
cession. The company was to be reimbursed for all 
rolling stock and supplies on the basis of the estimates 
of experts, and, of course, debt of the road to the state 
contracted under the guaranty provisions would enter 
into the calculations. It was under the provisions of this 
part of the agreements of 1883 that the government in 
1909 took over the Western system. 

The unique relationship established between the roads 
and the government by the agreements of 1883 has 
affected the accounting forms and methods of the roads 
in a way which has an important bearing upon any study 
of French railways from the standpoint of investment. 
It is necessary for the roads to distinguish carefully 
between those parts of their operations which do and 
those which do not come under the government's 
guaranty of fixed charges and interest and dividends. 
As a result the income accounts of the roads are split 
up into many items which are not at all comparable to 
the terms and items appearing in the income accounts 
of American roads. Roughly, it is customary for the 
companies to present first the net results of the opera- 
tion of the guaranteed lines, showing clearly just what 
the state's guaranty is and to what extent it has been 
found necessary in the current year to take advantage 
of the guaranty, and then adding other items which are 
concerned with operations on unguaranteed parts of the 
system or with outside investments. Finally the dispo- 
sition of income is shown. 

The French railways have separate accounts for real 
and personal property in which undivided profits are 
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invested. These accounts are called " domaine priveV' 
Revenue from this surplus is free from all hens of the 
state. The companies can increase dividends from this 
source without governmental interference, that is, with- 
out being under the necessity of using these funds for 
payments of debt contracted under the guaranty pro- 
visions of the agreements of 1883 or of sharing with the 
government any excess earnings. The government has 
the right to audit these accounts and controversy is apt 
to arise as to the propriety of the inclusion of certain 
items. Obviously it is to the interest of the roads to 
transfer as many items as possible to these accounts in 
order to enlarge the amount paid by the government as 
guaranteed interest and dividends or to decrease the 
amount of the government's share of excess earnings. 

These, then, are the conditions under which the 
operation of the large railroads has taken place since 
1883 and up to the outbreak of the war in 1914. Before 
passing to the developments since the latter date it is 
necessary to summarize the actual results of operation 
in the years before the war. In doing so we may elim- 
inate from further consideration the Western company, 
now owned by the government. 

The other five roads participating in the agreements 
of 1883 may be divided into two classes: those which 
have repeatedly and consistently had recourse to the 
state for financial assistance; and those which have had 
little such recourse and, at least in recent years, have 
been, until the war, on a self-supporting basis. 

In the first class must be placed three roads, the 
Eastern, the P. and O., and the Southern. Let us glance 
at the guaranty histories of these companies, commenc- 
ing with the Eastern. 

Each year from 1883 to 1898 this road received a sum 
of money from the state, the smallest amount received 
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in any one year being 2,982,000 fr. (in 1898), and the 
largest being 17,147,000 fr. (in 1894). But from 1898 to 
1912 in only two years (1901 and 1902) did the company 
receive payments from the state under this head. In all 
of the other years before the war the company made 
payments to the state of either interest or principal of 
its guaranty debt. On September 6, 1911 the Eastern 
company entered into an agreement with the govern- 
ment, ratified by law on January 24, 1912, whereby the 
road was to repay to the state the principal of the debt 
hitherto contracted under the guaranty provisions of 
the agreements of 1883. More specifically and imme- 
diately, it was to pay to the government in twelve 
monthly installments 158,720,000 fr., which it was to 
procure by the issue of bonds bearing interest at 3.75 
per cent. Since the debt of the road to the state bore 
interest at 4 per cent, a saving to the company of 
interest charges of one-fourth of 1 per cent was thereby 
effected. The state, on the other hand, would recover 
any possible loss of interest in the present by the col- 
lection of stamp taxes on the new bond issues. The 
total debt to the state as of December 31, 1911 was 
about 197,000,000 fr. (168,719,000 fr. principal and 
28,619,000 fr. interest). By adding to the proceeds of 
the bond issues thus authorized surplus earnings in the 
years 1911, 1912, and 1913, the road in the last named 
year finally wiped out its debt under the guaranty pro- 
visions of 1883. The agreement of 1911 also provided 
that thereafter the government should share in earnings 
in excess of 20,750,000 fr. rather than in those in excess 
of 29,500,000 fr. That is, the minimum earnings 
guaranteed became the maximum earnings legally 
available for exclusively private appropriation in the 
form of dividends. 
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As regards its dividend history, the Eastern company 
from 1883 to 1912 paid its stockholders annually the 
20 fr. guaranteed statutory interest and the 15.5 fr. 
guaranteed dividends proper. In 1913, however, it 
completed the wiping out of the old guaranty debt, paid 
gross dividends of 37.5 fr. instead of the traditional 
35.5 fr., and in addition paid over to the government 
4,699,000 fr. under the provisions of the modified 
agreement relating to the sharing of excess profits. The 
financial results of the year 1913 were unprecedentedly 
favorable. 

The P. and 0., like the Eastern, received in the years 
from 1883 to 1898 sums of money ranging from 1,997,- 
000 fr. to 17,746,000 fr. The years 1899-1909 were 
more prosperous, and the road was able to turn back to 
the government sums of money in partial payment of 
the debt incurred under the guaranty. But since and 
including 1910 until the outbreak of the war operation 
became less profitable, the operating ratios rising with 
rising commodity prices and with unusual losses caused 
by floods. In 1911 the road received 14,613,000 fr. 
from the government, in 1912, 9,213,000 fr., and in 1913, 
17,468,000 fr. This company possesses some " domaine 
prive - " which yields a fixed income of about 1,800,- 
000 fr., so that dividends proper have usually been 
declared somewhat in excess of the guaranteed amount 
(41 fr. per share). From 1883 to 1888 dividends proper 
were declared annually of 42.5 fr. per share; from 1889 
to 1901 of 43.5 fr. per share; and from 1902 to the 
outbreak of the war of 44 fr. Gross dividends were for 
these periods respectively 57.5 fr., 58.5 fr., and 59 fr. 

The Southern company received from the govern- 
ment each year between 1883 and 1903 sums ranging 
from 1,435,000 fr. to 18,746,000 fr. In 1904, 1905, 1906, 
1908, and 1912 the road made payments in partial settle- 
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ment of the debt thus contracted. In 1907, 1909, 1910, 
1911, and 1913 the government advanced sums under 
the guaranty, the amount so paid in 1913, the last year 
preceding the war, being only 922,000 jr. 

Since the agreements of 1883 became effective this 
road has uniformly paid 50 jr. gross dividends, or 25 jr. 
statutory interest and 25 jr. dividends proper. In other 
words, previous to the war it had been able to maintain 
only such dividend payments as were guaranteed by the 
state. 

Now these three roads, having financial relations with 
the government such as have just been reviewed, not 
only fall in the group of roads which have depended 
fairly consistently upon governmental assistance, but 
also constitute the group which has been legally privi- 
leged to meet the problems of war without change of 
relationship with the government. The guaranties of 
interest in the three cases do not expire until 1934, 1956, 
and 1960. Therefore, when, at the outbreak of the war, 
the Eastern company found itself deprived of long 
stretches of track and of some of its rolling stock and 
equipment, captured by the invaders, it had only to 
continue operation as best it could, relying upon the 
government to make good its guaranty of earnings. In 
1914, 1915, and 1916 the Eastern company received 
from the public treasury sums respectively of 62,585, 
000 jr., 87,731,000 jr., and 49,322,000 jr., and has thus 
been enabled to maintain its dividends at the tradi- 
tional level — 35.5 jr. " par action toute payee " and 
15.5 jr. " par action de jouissance." 

In the case of the P. and O., there has been no loss of 
mileage and very inconsiderable, if any, loss of equip- 
ment due to the war. Operating difficulties have con- 
sisted chiefly of circumstances affecting all the railroads 
alike, such as rising costs due to rising prices and wages, 



320 QUARTERLY JOURNAL OF ECONOMICS 

particularly rising fuel costs, the interference of military 
movements with such commercial traffic as has con- 
tinued under war conditions, and the performance of 
military transportation operations for the government 
at rates of compensation determined upon by agreement 
several years before the war and therefore now entirely 
inadequate. While in 1911, 1912, and 1913 the P. and O. 
received from the government under the terms of the 
guaranty 14,613,000 fr., 9,213,000 fr., and 17,468,000 fr. 
respectively, in 1914, 1915, and 1916 these payments 
amounted to 51,242,000 fr., 19,868,000 fr., and 24,200,- 
000 fr. But there has been no departure from the tra- 
ditional dividend declaration of 59 fr. " par action toute 
payee " and 44 fr. " par action de jouissance." 

The Southern road experienced difficulties of opera- 
tion similar to those described as affecting the P. and O. 
The guaranteed earnings paid over by the government 
mounted from 922,000 fr. in 1913 to 19,690,000 fr. in 
1914, 17,407,000 fr. in 1915, and 17,603,000 fr. in 1916. 
But as in the cases of the Eastern and P. and O. com- 
panies there has been no departure from the traditional 
dividend policy, the shares " toutes payees " receiving 
50 fr. interest and dividends proper and the privileged 
shares 25 fr. dividends proper. 

We have, then, in the cases of these three roads a 
situation in which the shareholders are suffering no pres- 
ent curtailment of dividends, these being guaranteed 
and paid by the government, the government appar- 
ently raising no question as to the validity of the 
contracts or as to the desirability of continuing the 
present arrangements. It is well to note, however, that 
the stockholders of these roads are very decidedly 
choosing present rather than future uses of goods. For 
by the terms of the agreements of 1883 the sums now 
being paid by the state to the roads as guaranteed earn- 
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ings constitute a debt of the roads which will enter into 
the calculations to be made whenever the government 
shall take over the roads, whether this occur at the 
expiration of the companies' concessions or earlier by 
reason of the state exercising the right of purchase. 

The Northern and P. L. M. companies present some- 
what different cases. These two companies had, before 
the war, been the most prosperous of the big French 
railroads. The Northern had never called upon the 
government for the payment of guaranteed earnings 
since the agreements of 1883. Its dividend history had 
been somewhat more fluctuating than those of the 
roads already examined; but the dividends had been 
uniformly satisfactory, the small changes in the rate 
having always been upward since 1902. In 1912 and 
1913 the dividends proper were at the rate of 58 fr. per 
share. 

The P. L. M. had not before the war quite as 
clean a slate as the Northern in the matter of govern- 
mental aid. But from 1896 to the outbreak of the war 
this road made no claim for guaranteed sums, altho in 
1901 and 1902 operating deficits were financed by loans 
from the public, interest and amortization charges on 
which were guaranteed by the state. In 1898, 1906, and 
1907 the P. L. M. turned over to the public treasury, 
under the distribution of excess profits provisions of the 
agreements of 1883, sums amounting respectively to 
149,000 fr., 9,620,000 fr., and 886,000 fr. The guaran- 
teed interest and dividends on stock amounted to 55 fr. 
per share (statutory interest being 20 fr. per share), and 
from 1883 to 1913 the gross dividends fluctuated 
between the guaranteed minimum of 55 fr. and a 
maximum of 58 fr. 

The outbreak of the war in August, 1914, found the 
Northern and P. L. M. companies facing the fact that 
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on December 31 of the same year their guaranties of 
earnings would expire. The Northern company, like 
the Eastern, suffered severely by the loss of mileage and 
equipment captured by the enemy. Both the Northern 
and the P. L. M. have since suffered by reason of the 
difficult operating conditions described in the discussion 
of the P. and 0. situation. To assist these roads the 
national legislative body on December 26, 1914, just 
five days preceding the expiration of the old guaranty 
provisions, passed a general financial law of which 
Chapter II, Article 20, translated, reads as follows. 1 

In case, after the deductions from the single operating account 
for the Northern and Paris-Lyons-Mediterranean railway companies 
authorized by the agreements in force, especially by Article 11 of the 
agreement of June 5, 1883 for the Northern company and by Article 
11 of the agreement of May 26, 1883 for the Paris-Lyons-Mediter- 
ranean company, there shall remain an insufficient sum (with the 
guaranty of interest liquidated in accordance with the said agree- 
ments in that which concerns the year 1914) to cover all the effective 
charges of these systems, these companies shall have the oppor- 
tunity of carrying all or part of this deficit to their first construction 
account for the operating period 1914, and for those periods follow- 
ing, up to and including the period which shall follow that in the 
course of which peace shall have been concluded. 

In other words, as a substitute for the old guaranty of 
earnings these roads are given the privilege for a limited 
time of capitalizing operating deficits. The companies 
may issue bonds to make up the amounts of such de- 
ficits. That part of the law the translation of which has 
been placed in parentheses refers to interest and amorti- 
zation charges on bonds issued in financing the con- 
struction of a few separately treated fines (the " new " 
net of the agreements of 1883). 

What, then, has been the financial history of the 
Northern company since the outbreak of the war ? At 

1 Government of France, Bulletin des lois, 1914. Partie prineipale, section I, bulletin 
144, pp. 3249-3255. 
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the end of 1914 its net operating revenues were 57,665, 
000 jr. as compared with guaranteed fixed charges and 
revenue for shareholders (as computed under the old 
agreements) of 127,376,000 jr. Of these charges 12,222,- 
000 jr. were included under the terms of that part of the 
new law which in the translation above has been placed 
in parentheses, and this sum was paid by the state to the 
road. This left a deficit of 57,488,000 jr. for the com- 
pany to capitalize, i. e., cover by the issue of bonds. For 
1915 the amount so raised for dividend purposes was 
106,609,000 jr., while in 1916 it was 96,776,000 jr. By 
this process of deficit capitalization gross dividends have 
been paid each year of 44 jr. per share (or dividends 
proper of 28 jr.), a reduction of 14 jr. from the dividend 
rate of 1913. 

As regards the P. L. M. company, this road found 
itself at the end of the year 1914 with a net operating 
revenue from formerly guaranteed lines of 189,337,000 
jr., with fixed charges previously guaranteed by the 
state of 173,891,000 jr., leaving a net operating revenue 
from these lines of 15,446,000 jr. It had in addition to 
meet obligations amounting to 32,437,000 jr., obliga- 
tions, however, falling under the terms of that part of 
the law of December 26, 1914 which has been translated 
in parentheses, and cared for by the payment of this 
sum by the state. Then the company sold bonds to the 
amount of 14,554,000 jr., thus collecting a sum of money 
which, when added to the net operating revenue named 
above and to the road's income from private domain, 
was sufficient to make certain necessary payments to 
pension and other special funds and to pay gross divi- 
dends of 40 jr. per share, or 20 jr. dividends proper and 
20 jr. statutory interest. This cutting down of the gross 
dividend rate from 57 jr. in 1913 to 40 jr. in 1914 is 
spoken of in the reports of the company as an act of 
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patriotic sacrifice. In 1915 it was necessary for the 
road to sell only 379,000 fr. worth of bonds in order to 
repeat the gross dividend declaration of 40 fr. per 
share. In 1916, 8,896,000 fr. worth of bonds were sold 
for the same purpose and with the same declaration of 
dividends. 

The situation, then, with these two, formerly the 
most prosperous of the large French railroads, is that the 
means have been provided for giving reasonable assur- 
ance to the stockholders of the payment of present 
dividends. But there is not as great certainty of the 
dividends as in the cases of the Eastern, P. and O., and 
Southern companies, since dividend paying ability in 
the case of the two roads just examined is largely de- 
pendent upon the marketability of bonds issued to 
cover operating deficits. 

It has been indicated that the shareholders of the 
Eastern, P. and O., and Southern companies, by their 
utilization during the war of the guaranty provisions of 
the agreements of 1883, are choosing the present in 
preference to a possible future. It appears that the 
Northern and P. L. M. companies are doing likewise. A 
consideration that should be carefully weighed before 
arriving at any judgment as to their wisdom in using to 
the full the legal means of present relief, concerns the 
future policy of the French government in railway 
matters. 

There appears to be some opinion in railway and 
financial circles that it is not improbable that the 
government will extend even greater means of relief to 
the Eastern and Northern roads, on the ground that the 
unusually heavy war losses of these lines are largely due 
to the seizure of roadbed and equipment by the enemy. 
The following quotations from the annual reports of the 
Eastern company may serve to present the reasoning 



FRENCH RAILWAY WAR FINANCE 325 

upon which the hope for additional relief is based. The 
first quotation is from the annual report of the Eastern 
company for the year 1914. 1 

While, by our agreement of September 6, 1911, we were freed 
completely from our debt contracted under the guaranty, and, for 
the first time since the granting of our concession, the operating 
period 1913 was completed by a sharing of profits with the state of 
more than seven millions, the results of the operating period 1914, 
on the contrary, influenced by the first five months of war, have 
obliged us to reopen the guaranty-of-interest account by an initial 
appeal for more than sixty-two and a half millions. 

Is this debt definitive ? We do not wish to believe so, for we 
have confidence in the justice of the public authorities. We do not 
doubt that sometime, when peace has been concluded on the glorious 
terms for which we all hope, they will take account of the coopera- 
tion which the Eastern company has given in the great work of the 
national defence and will accord to it a just compensation for the 
heavy losses which it shall have undergone. The decrease of our 
receipts imposes upon us, in effect, as we have told you, an appeal 
to the guaranty of nearly sixty-three millions for the last operating 
period, while, for the whole of the operating periods 1870 and 1871, 
this recourse did not exceed 32,158,000 fr. It results from the 
comparison of these totals that the two situations are not at all 
comparable. 

And, again, quoting from the report of the same com- 
pany for the year 1915: 2 

Adding to the sum of 87,731,000 fr. the sum of 62,585,000 fr., 
the amount of our appeal to the guaranty for the operating period 
1914, and, the 3,426,000 fr. of postponed interest payment, one 
sees that the first ^seventeen months of war have charged our 
company with a total debt of 1 53,742,000 fr., nearly as large as that 
from which the agreement of September 6, 1911 had freed us, and 
which was 158,720,000 fr. 

This new debt has, in large part, for its cause the application of 
the agreement made by the companies with the state nearly twenty 
years ago with reference to the rates for military transportation in 
case of war. At the time when this was negotiated, it was agreed on 
the advice of the most authoritative military and financial experts, 
that hostilities would be of short duration, and that, as a result, the 
troubles which they would bring upon the economic life of the 

1 L'gconomiste franjais, May 22, 1915, p. 682. 
• Ibid., May 20, 1916, pp. 723-724. 
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country would not be slow in disappearing. The facts have given a 
complete negation to these hypotheses, which appeared nevertheless 
entirely plausible. It results from this that the reality of things is 
very far from corresponding to the prophecies and that the terms of 
the agreement are not in accordance with the conditions of operation 
which a war whose duration had not been imagined has imposed 
upon the railroads. 

Similar quotations could also be made from sources 
representing the opinions of officials of the Northern 
company. As to the probability of such special relief, 
note the opinion of M. Edouard Payen, expressed in a 
signed article in L'iconomiste frangais. 1 

As for the Northern and Eastern companies, as events have 
continued to show, there is nothing alarming as to their future. The 
state will surely completely indemnify these two companies for the 
sacrifices which they have undergone and for the eminent services 
which they have rendered in the national defence. On the other 
hand, when peace has been reestablished, these two systems will 
have new elements of prosperity whose operation will not be slow in 
making itself felt. 

From the legal point of view it is important to note 
that before the passage of the legislation of December 
26, 1914 it was " formally agreed by the representatives 
of the state and the companies that the authorization 
given [in that piece of legislation] should not prejudice 
any question which might arise after the war between 
the state and the companies, and should maintain 
intact their respective positions in the matter of later 
regulations." 2 

While it is true that the Northern and Eastern com- 
panies have suffered in the war much more severely 
than have the other three large private roads of France, 
it is also true that the other three roads have suffered 
considerably from the same general causes. There 
would seem to be little ground for considering the exist- 

1 L'Sconomiste francais, June 17, 1916, p. 830. 
* Le journal des transports, July 17, 1917, p. 123. 
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ing differences of extent of suffering as also being 
differences of kind; especially since to make such a 
distinction would be to ignore the present grouping of 
the roads on the joint basis of their guaranty histories 
and of their present legal relations with the state. That 
is, it would seem to be illogical for the government to 
extend special aid to the Eastern company and not to 
the P. and O. and Southern companies; to the North- 
ern, and not to the P. L. M. The costs of any govern- 
mental aid in addition to existing guaranty provisions 
and other privileges must be borne directly or indirectly 
by the French nation as a whole, and it would seem 
reasonable to extend aid, if it is extended at all, on some 
one principle capable of application to all the companies. 
There has already been proposed and brought under 
serious consideration a plan which is in accord with the 
principle just stated and which does not necessitate any 
radical modification of existing agreements. 

This plan, which has been tentatively agreed upon by 
the roads and the proper administrative officials of the 
French government, and at the present writing is await- 
ing the ratification of the legislative branch of govern- 
ment, includes a 15 per cent increase of traffic rates 
together with an elaborate scheme for the pooling and 
distribution of the increased earnings anticipated 
therefrom and for the ultimate but gradual return to 
the schedules of rates now in force. The proposal is 
somewhat as follows. 1 

During the continuance of hostilities and during the 
year which shall follow that in the course of which the 
cessation of hostilities shall be announced, there will be 
made a pool of the sums received from the 15 per cent 
advance of rates, and the sums in this pool shall be 

1 Much of the following description is a rather free translation of parts of a descrip- 
tive article in L'economiste francais (June 9, 1917, p. 780). 
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divided among the roads participating in the plan on the 
basis of a comparison of operating ratios for each year 
with the operating ratios of the year 1913. Then, upon 
the expiration of the first year after the war each com- 
pany shall keep the proceeds of the increase of rates for 
itself. But when these proceeds shall, for any one sys- 
tem, have become equal to the operating deficit of that 
system and are sufficiently great to reimburse com- 
pletely its debt to the state, the company in question 
shall not keep more than three-tenths of the proceeds of 
the increase of rates. The other seventh-tenths shall 
be divided among the other companies in proportion 
to their receipts. 

The increase of rates shall be reduced from 15 per 
cent to 10 per cent, on all the railway systems when for 
three consecutive years two railways shall have had 
excess sums to turn over to the other companies. The 
rates shall be reduced to the level of a 5 per cent increase 
over the present rates when, after that, two systems 
shall have had excess sums to turn over to the other 
roads for two consecutive years. Rates shall return to 
their present level when the same effect shall have been 
brought about again for two consecutive years. 

The plan includes concessions on the part of the roads, 
which concern the right of the latter to shift taxes on 
fast freight traffic, and concern also the right of the 
state to share in excess profits, if such excess profits ever 
again emerge. This latter concession consists of remov- 
ing the upper limit of the exclusively private appropria- 
tion of earnings, thus causing the sharing of earnings 
with the state to begin when the amount of the guaran- 
teed minimum of earnings is exceeded. This concession 
is the one already made by the Eastern company in its 
agreement with the state in 1911. 
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The Northern railroad, which has been affected most 
adversely by the war, has expressed a desire not to par- 
ticipate in this elaborate scheme. The proposal is being 
urged, however, that this company be allowed to in- 
crease its rates 15 per cent and keep all the added 
receipts for itself. Apparently this scheme is satisfactory 
to the other French roads. 

If this plan for increasing rates, or one similar to it, is 
adopted, the net results will be the partial relief of the 
government from the obligation of advancing large sums 
of money annually to the three roads still working under 
the guaranties of 1883, the partial relief of the share- 
holders of these roads from the necessity of incurring a 
debt to the state in order to pay dividends, and the 
partial relief of the Northern and P. L. M. companies 
from the necessity of making large issues of bonds each 
year to cover operating deficits and pay dividends. 

As the present article goes to press there has come to 
hand a copy of the report of the committee of the French 
Chamber of Deputies which has had the duty of examin- 
ing the proposed plan for advancing rates. 1 This docu- 
ment is of interest in the present connection chiefly 
because it presents and criticizes the proposals which 
have been considered as possible substitutes for the 
increase of commercial transportation rates. 

The committee rejects with relatively little discussion 
the proposal that a policy of inaction be followed until 
the termination of hostilities shall make it possible to 
adopt some scheme designed to meet peace as well as 
war conditions. Positive relief measures of some kind 
are considered to be essential to the best interests of 

1 Rapport fait au nom de la commission des travaux publics, des chemins de fer et 
des voies de communication, chargee d' examiner le projet de loi ayant pour objet 
d' autoriser le relevement temporaire des tarif s sur les reseaux de chemins de fer d'in- 
t&et general. No. 3579, Chambre des Deputes, onzieme legislature, session de 1917. 
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both the roads and the government. Moreover, the 
charge is made that the advocates of a laissez faire 
policy are those who have long been opposed to the 
present organization of French railways, and that these 
individuals are seeking now to make the plight of the 
companies so extreme that after the war the continua- 
tion of the system of private ownership and public 
control, with guaranteed interest and dividend priv- 
ileges, will be impossible. 

Likewise the committee rejects as impossible in war 
time the suggestion of state purchase of the private 
companies. And this plan is deemed inadvisable, even 
if it were not impossible, in view of the fact that the 
state's own railway net in 1916 showed the most un- 
favorable operating results of all the big French rail- 
ways, having an operating ratio of 100.5 per cent. For 
reasons connected with the conditions thus indicated 
the committee rejects as not feasible the suggestion that 
the state net be turned over to the private companies. 

The first method of positive relief to which the com- 
mittee gives serious attention is that of the imposition 
of taxes on transportation, the sums thus collected being 
used by the government for the relief of the railroads. 
The objection to this plan is as follows. By the terms 
of the agreements of 1883, if certain taxes then resting 
upon fast freight traffic should ever be reduced, the 
railways must make reductions in passenger rates, 
having the privilege of restoring these rates if the state 
should ever restore the taxes on fast freight. In 1892 
the taxes referred to were reduced and the correspond- 
ing reduction of passenger rates was made. The com- 
mittee reasons that the condition of the national 
finances at the end of the present war is unlikely to be 
such as to warrant the early reduction of the transporta- 
tion taxes, if they are once imposed, and that thereby a 
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burden would probably be imposed upon the traveling 
public for several years longer than would otherwise be 
necessary. 

The remaining substitute proposal for positive assist- 
ance to the railways is that for the revision of the so- 
called Cotelle treaty. This is the agreement made by 
President Cotelle with the roads in 1898 fixing the terms 
of remuneration for military transportation in time of 
war. The committee points out that the present rail- 
way deficits are not caused solely by the inadequate 
compensation for military transportation; that rates of 
compensation for military services should be no higher 
than is necessary to cover the costs actually incurred in 
performing such services; and that the raising of the 
rates now in force would affect the several roads only in 
proportion to the amounts of military traffic being 
handled, not necessarily in proportion to their financial 
needs. As concerns the credit of the railway companies, 
the plan of modifying the arrangements relating to 
military transportation could not help materially in the 
floating of loans for the purpose of renewing old equip- 
ment and purchasing new equipment in the years of 
national reconstruction after the war. As concerns the 
public treasury, not only would an advance of military 
transportation rates sufficiently great to meet the needs 
of the roads violate the principles enumerated above, 
but the state in making this advance would find itself 
called upon to make much enlarged direct payments to 
the Northern and P. L. M. companies, which are now 
financing their deficits by means of public borrowing. 

Bibliographical statement. The detailed information relating to the 
guaranty and dividend histories of the several companies has been 
largely taken from the annual reports of the roads, especially the 
information relating to the years immediately preceding and since 
the outbreak of the war. The reports of the Eastern company have 
been found in full in L'iconomistefrancais. In the case of the North- 
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era company, access has not been had to the full text of the road's 
annual reports for the years since and including 1914; but the 
detailed information needed has been found in summary reports by 
M. Georges Allix in Le journal des transports (July 17, 1915, pp. 121- 
123; May 27, 1916, pp. 121-124; June 16, 1917, pp. 129-131). For 
more elaborate details of the operation of the guaranty provisions of 
1883 the reader is referred to the annual volume published by the 
French Minister of Public Works entitled Statistique des chemins de 
fer frangais. For news items and discussions relating to the proposal 
for a 15 per cent increase of rates, see L'economiste europeen, June 22, 
1917, pp. 388-389; and L'iconomiste francais, June 9, 1917, p. 780, 
September 15, 1917, pp. 331-334. 
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